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According to an August 9 report by REUTERS, some private US banks, anxious to rid themselves of
Third World loan accounts, are experimenting with debt-swap funds. However, bank sources told
REUTERS that mechanisms to exchange loan accounts for productive investments in developing
nations were still in initial stages, and do not seem to have attracted a great deal of enthusiasm
within the banking community. Many banks are apparently not convinced that investments in
debtor nations would present fewer problems and less risk than simply waiting on the (eventual)
payment of their loan accounts. In a debt-investment fund, banks and other investors holding debt
instruments exchange outstanding loan accounts (or cash) for shares in the fund. Such funds offer
a diversified portfolio of investments in Third World nations, which is considered less risky than a
single investment in a given country. If an individual bank owns less than 20% of the fund, it can
make productive investments that in other circumstances would be prohibited under US Federal
Reserve regulations. A private US bank cannot own more than a 20% share in any non-financial
enterprise. In contrast, under a fund arrangement, a given bank could find itself owning more than
20% of a non-financial enterprise in a developing country as long as that bank's total shares in the
fund do not surpass 20%. Next, the funds or holding companies can employ specialists familiar
with the markets of developing countries, rendering services that often are beyond the possibilities
of individual banks. Moreover, some bankers point out that the debt-swap transaction costs for
an individual bank are lower under a fund arrangement than if the bank undertook the same
transaction outside the same. Despite the clear advantages offered by such funds, little progress
has been made. Many of the established funds have been effectively suspended until US bankers
and accountants establish standards for evaluating the dollar value of investments in debtor nations
realized through the exchange of debt for stocks, and thus, common procedures to be employed in
calculating the reduction in debt paper value placed in the funds. Many regional US banks have
expressed reluctance to participate in these funds. They would prefer to sell their Third World debt
in secondary markets and accept a loss, rather than continuing their involvement developing nation
markets. Despite accounting problems and other concerns, some funds are functioning. In Mexico,
Bankers Trust of New York recently established a fund called Fondo Inverpro. In this fund, Mexican
investors contribute capital, while Bankers Trust acts as a consultant and will utilize a portion of its
loans to Mexican borrowers. According to Richard Martin, marketing director for Bankers Trust,
Fondo Inverpro is to start with only $1 million in total funds, and will convert debt into shares in
several private companies which require restructuring or recapitalization.
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